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The flood of applicauons for In-Region long distance e n t n  under section 1'1 
of the  IcIccom .Act 11-11 is reaching i t s  crest Iounccn  2 - 1 s  h a w  hccn 
gnn!ed to the Regional Bells (RBOCsl so far. and the I;CC has apphcalions for 
x \ cn teen  more before i t  right n o u ~  Alabama. Kenruck!. Xlissi~sippi. S o n h  
Carolina and South Carolina for BellSouth: Colorado. Idaho. Iowa. Sehrasha. 
l o n h  Dakou. Montana. Utah. Washington. and Wyoming lor Quest :  Seu 
Hampshire. Delauare. and Virginia for Verizon. 

!3! year-end 2002. eipecl 271s to cover all BellSouth states except Florida. 
311 Qwect states except Minnesota and possibl! Arirona. and all Venron states. 

SBC. has a good chance of having California granted b! year-end. and a slight 
chance o f  haying Michigan granted as \+ell, with the rest of the Amentech 
,wtcs Iihcl) to slip into the first halSoS2003. 

4s the KBOCs h a i r  prepared to submit their 2-1s. the) and their state 
commissioni haxe made c h a n g s  to their unhundled nr tnorh  element ( U S E )  
prices. N h l e  commissions d o  occasionall! change CSt prices independently 
o f  the 271 process - as Seu  York did earlier this year and as Massachusetts. 
Seu.  J e r x y .  Texas and Penns>lvanta are doing no\\-nios! changes have been 
made as pan of the 2-1 process. Thus. hoth hecause L Y E  rates have been 
lowered sharpl! in  m051 state, over the last year m d  hccause the 271 procesi is 
ending. i i e  expect a s l m e r  rlite of change to LSI. prices over the next year or 
t u i ~  ilia: n c  h a c  bci'ii 11: thc IAI ic\ \  month, 

i h e  actual  implcmcntarion ot C K L P  x c c l e r a t r d  i n  the last fev months. as 
compctiti\e carrirrc ( C ' l . l ~ (  c )  ha,?  !<?cured ninre on t h i q  n u r L e t .  WorldCom's 
\IC1 di\ision. in  panncrihip ~ i t h  Z - l c l  launched 11, Ncighhorhood Plan i n  

. 4p l l  A T 6 T  hac added local ClI:P-hasrd serwce In w k  states t o  i t s  original 
t?,,, v n c c  \larch ~ 1 1 2 0 0 2  and ! $ i l l  probahl) Add anothcr t u o  states this ).car. In 
earl! 2l1112. : \TbT \ $ a i  i>ilering LSl.P-ha\rd Iocdl s e n i c e  onl) in Neu York 
and l c h a i .  Since \!arih. i t  l id )  added \lichigJn. (;ciirgia. lhnois ,  Ohio. 
CaIitl,rnu. and l e a  Jerse! I t  has indicated that i t  w i l l  d l w  enter Pennsylvania 
and \ l a s x h u x t t s  [hi, )car .  b c  n p c c t  i t  to pusli tidrd in California. where i t  

u 111  fight hardest to priiteci its long-distance marhet UorldCom's MCI 
division introduced i t s  Scighhorhood plan in .April and appeared ready to . .  
pursue e n m  In at least the urban m n e s  throughout most d t h e  country. Entry 
by these long-distance camcrs  IlXCsl has been panl) i n  rcspunse to potential 
en tn  h! the RBOCs into the long distance market in a g n e n  slate and p m l y  in 
response IC) l<~wer L - l L  prisci G n c n  the iinanclal prohicms at WurldCom and 
the changes in ATGT's s!mcture and management as it merges lis Broadband 
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U n l ~  ,,11h C-um;asi 11 I s  somenhat difiiculr to predict hc \ \  h3Td the, ~ 1 1 :  F a h  
~ ' x i ~ p  ~e r\?ecl some hacking off on M'orldCom's pan. and J hLr:e: pucb. 
I n  a small number of States on -\T&T's. 

.AI lea,; ir, theun .  the ereairst exposure to changes in L T L  pri;cs 15 til SBC 
.4T&T JUS' hrgan deplo!ing L S I P  in Caliiornia. \,here SB(- m i l ;  not he able 
to respond on the long-distance side till around year-end 2001. at hest .Al.& I 

a l s l ~  ~n \ l ~ h i g n .  Illinois. and Ohio. uhere  i t  i s  unlikel! Ih3t SBC \ \ t i !  he 
ah)? to respond on the lonp-distance side till s ~ m e t i m e  in ihc first haif.of2003 
.AC ,,e Indlcatr h e l m .  I S L I P  discounts are greatest meral l  In the SHC Region 
BellSouih 8 ,  seeing LSLP-hased cnrr) prrmarii? in  G w r p a  and l lcm~id .  hut 
.ATAT has not >e t  entered Florida Florida I S  the onl! slate in \\hich n e  di, not 
cxpccr BellSouth to ha \e  a 271 t i l l  late first quaner 2003. Quest's rates ha \ e  
recenil! dropped in a numher of states. so that the Regional average LSlP rate 
ha, drupped from S2S.21 to Sl3.9-. Houever .  w e  do not h e l w c  that en tn  
into O r e s t ' s  t e n i t o n  is a high priorit! for the IXCs at an! pnce. \ 'enzon 's  
rate at 520.21 is the second l o v e s t  on a Regional basis. but that rate is 
relativei! siahle \ s  \la! of 3002. I t  is also u o n h  noting that Verizon has not 
lost much market share jincc rates in Scu  York \\ere lonered in Januar) 
:IT&T hac indicated tha1 i t  \\ i l l  enter Pennsylvania and \lassachusetts this 
>car. bur neither the timing nor thc le\ c I  ofcffon in those states 15 clear to us. 

I~hc  Suprcmc Coun has dflirmed the I-CC's righi IO designate 1LLRIC iTotal 
l lement  Long Run Incremental Cost) as the methodolog?. h? uhich  UNli 
prices are iet \lore hruadl?. in  its M a !  2002 Vernon Communications v.  

FCC decision. the Supreme Coun appeared to a f h n  the FCC's right to 
dehignarc an)  method other than rate-utlretum. uhich  is specifically precluded 
h! the Teleconi Act.  for the purpose of setting UXL: prices. 

The lon?-tcrm sur \ i \a I  of L'Sl:P IS. ne\enhelecc. in question. In i t s  M a y  2002 
\'eriron dccison.  t h e  Supreme Cuun rcaffirmed t h e  "ncccssan and impair" 
ciandard.  n h i c h  11 hail ~ l i r ~ d !  l i i ~ h l i p l i ~ c d  in  i t s  J J ~ u ~ I !  I V W  Iona L.tilities 

Boaid i I C C  decision On 118) 24th. an i t s  LS1.4 \ I-C'C decision. the D.C. 
(IILUII 01. . \pprals remanded I,, the I.('(. the lqW 1,'SI: ( d e r  in  nhich the 
I - (  (' attempted to reline t h e  l i s t  ti!' rcquircd L S L s  in  accordance u i t h  the 
Supreme ( t>un ' i  "nec r i ca r )  and [mpair" standard. The D.C (.ircuit also 

\acated the Ib(.(''< l inr~shai in? order The FCC has appealed hack t o  the full 
U C' C ' I T ~ U I I  w m c  J ~ ~ C S I ,  t i t  t he  coun') dccijion 

m 

g ~ l l  oi 111eie j u d ~ i a i  dectctons \ \ i l l  h a \ e  an mipact on the triennial revleu 

\vhich \<a) initiated h! t h e  I-CC in Dccemher of2001 to decide \ + h t c h  LYEs 
SIIII mrr i  thr "necesar: 2nd inipaii" iesi. Thr rriennial re\icir \$as eXpCClCd 

to ccrn~ludc this  year I f  thc  L).C. Circuit docs accept the 1.CC.s appeal. u'e 
h e i i e \ c  I I  I\ unliLel! that the I'CC \ + i l l  issue an order in the  triennial re\'ieu t i l l  
afrcr thc coun ru les .  mts t  iikel) some time next spring. Aside from delaying 
the conclusion. !he tarinus c m n  decisionc are l k e l y  to drive the I K C  touard a 
mure granular anallsis than i t  had done In thc past. 'That uas  the bent of the 
current It('(' 3n?1\3) .  hut the D.C. decision reinforces 11. For evample. we 
\ \ o d d  not he w p r i x d  tu  scc switching removed as  an clcment in some 
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markets iairl) quichl! and in others m e r  some loneer tran,ltiun p c r ~ 4  0:h:: 
elements a l w  might he removed m e r  time in geopaph i s  2nd custt\meT 
markets. I 1  the FCC decides IO take g r a n u l a r i ~  down to the \\ire-center Ic\el. 
11 ma: leave acrual implementation in the hands o f t h e  swtes. hut u i th  fairl! 
tight rule, 10 guide that implementation. I n  the context of L S E P .  uha ;  I> 

s ipF ic3n t  ahout the remota1 of  an indi\idual element i i  th3: 11 nukes  I: 

necesiap for h e  CLkC to do some uork  to reassemhie the hi' u h m  11 i n s e n  
11s m i n  equipment That u i l l  make i i  more difficult to m m c  l3rfe numherc 01- 

customers rapidly. Thus. the timing and outcome of the triennial rcvieu I S  

\e r \  imponan: both to the C.LLCs lXCs mho use L S E P  and t i l  the RB0C.q 
n h u  arc nhulcsaling lines to those CLlICs IXCs at deep disaounr, 

rn The actual financial impact of LXEP on either the RBOCs or iheir competitors 
1s. of cowse. what investors care about. L:nfonunatel!. 11 I S  difficult to 
quantif! hecause i t  depends so much on the companies' strategies The more 
C L t C s  are able to cream-skim in a given market. the hener their own margins 
and the greater the damage to the KBOC. The CLECs' ahilit) lo cream-skim. 
in turn. depends not onl! on the CLECs' own strategies. hut on the RBOCs' 
\\in-hack. etiuns. uhich otien include the inrroductioii of ncu pricing plans and 
the RBOCs' abilit! to offer all-distance plans. Thus, damage to the RBOCs' 
financiais cumrs  not only from the conversion of rrtail reyenues IO uholesale 
re\enues. hu t  iron1 a broader repricing in response t o  competition. The offset 
from l u n s  distance appears to he fairly minor. at this point Although 
ultimatel! all-distance customers ma) he "stickier" than those who use only 
onc senicc.  initiall! horh sides iire likely to spend niorc on marketing to fight 
chum than the\ did hefore. 

Our M a !  I .  2002 repon included one effon at such an analysis. I t  found that 

L T E P  creates a discount of ahour 1% to 429.0 helou reiail residential revenue. 
Using the same retail rates. thnse discounts would nna  range from 24% lo 
50°0  .Another ua! to looh at ihc Issue is to usc thr FCC's rate reference 
hotlk.. i i h i c h  relies. in  turn. on l~S5 hill-hanesting data  Acoirding to this 
d a w  a \ e r q e  r e s i d v n t i ~ l  ,pendin: p c i ~  houschuld on I o c ~ I  hcnicc I S  5126 per 
!ear and on Inng-dictancr S l 'h  per ! e x .  Assumins 1.2 line5 per household. 
that would equate to ahuur S j ( l  per line i n  local revenue plu, ahout $4 per line 
~n acccc, c h ~ r c c c  lor a I O I ~ !  r r \ m u r  per line of  ahout S ; - S ? 1  That figure 
falls within the rmFe of S:iILS:.l for re ta i l  consumer retenue that we had 
estimated in  \la!. although hoth calculatiuns present potential problems. For 
the TSS data. specilicall!. i t  is not clear uhether ta\es and C'niversal Service 
Fund contributions hhich an RRUC would einipl! pas\ through Io  the 
gobernmcnt are included in  the revenue. With that caveat. u c  are using $>3.50 
3s a nat i iml  a \erage residential rate. That leads I O  LN1.F discounts on a 
I(cyion-\8idi. hasis oi17 '0  in BellSouth. ? R o o  in Quest. 449, in SBC. and 404;. 
in Verl/on The TSS numherc also indicaie that the RBO(. \rould need to gain 
more than three long-distance customers to makc up for the revenues from any 
local customer i t  loses (547-1 of local plus access revenue \ s .  5128 of long- 
distance IC\ cnue net of 'access).  And-given the different margin s r n c w r e ~  of 
the ~ n d u s m c   it needs mare than that in makc up for the lost cash noU. of 
C U u r w .  :(I lhc cucnr  that an IXC can capture m a l l  husincss c u ~ t o m ~ r ~  whose 
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l - ' ~ r  ihr igllunins that c a l a i a t e  full L - S L P  haced on DI:\l i d ~ a 1 - e q u ~ r n i e ~ :  
m i i ~ ~ i ~ ~ l .  there 15 nu  chanec Thu,. flv comp3riwn. n e  arc hho\iing lu l l  L ' S L P  
haced on  D L I I  ior hoth 143) and August in CUI tahles. 

\\ e corrected an error in the fomiuh Ihai calculated anionized nnn-recunlng  
charge, to r  \ c r i z o n ' ~  1.1.4. S H .  SY. DE. P.4. For \7'. KS. 110. OK and I'X. 
n r  m,a h3ve come non-recwtng  charges that \re did not h3 \e  in our last 

iteranun 1.01 Maryland. w c  arc no longer using the compliance rates th3r we 

u ~ i !  in \la! Statewide loop rate a \erafes  chapred in setera1 BellSouth. 

@vest and \'crizon states. though the actual raes  did nor. hased on neu 
es t ima ieh  s l t h e  dictrihurions of lines per zone KY, 1.1. 11s. %', SM, Ml. RI, 
P.4 

Oncc \\e a3scmhlc iiur data. w e  a A  all the relevant state comniissions. KBOCs 
and i h c  i i ic i  major IXCs to comment on 11s accurac!. M'e received specific 
fccdhach c m  the accurac! 01 IIUI tables lrom all the KBOCs and man! states. 

' 8 ,  , '  ~ 

[ ' \ I :  nricrs conunue  to nrnd d m n  

1 hc I IUO< -\ \)de f ~ t a i  ,\\irclnng and transpun average dropped ? l o o .  from the 
53 -1 we reponed in \4a? I O  Sh.?q ~n l u g u s i .  

Sc\rra1 ciaice. iui l  L l l i P  iDI;\li price dppear to increasr (71 ~ c t u a l l y  increased 
from :hat \,hick \IC icpirncd in \la! I n  somc c a x s .  a3 noicd ahorr. u e  
changed rhe non-recurring iomiula In some cases \\e changed tlic dimihurion 
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SBC Communications, Inc. (SBC) 
Meeting with SBC CFO highlights key 
initiatives; no estimate or ratings change. 

Pri!rperformancc 1M 3M 12M 
5+ve:k !angr US14734-23 3C ADIoIute 5 : .  -195. -35% 
Sgtok-datl- ~~ 

YLe i d 3 s* Re1 IC S & P  SOC - ,  ,j -71. -17% 7j 

~~ 

i a p i t a i i i i t i c i  Forecasts /valuation 2W2E 2003E 

MarkdLap U S 5 9 3  Sbn EPS' V I S 2  30 U S $ '  30 
talcrt  net dcbt!!iarh.) GSCOPE EPS' . 
F r e r f I & ~ -  CSCOPE PIE 

Sharer outstanding 332Smn 'Mavdi f fer f rom US C&P 

SBC considers fixing the UNE-P mess, as a prime corporate objective. Delayed LD entry in 
key locations, combined with the lowest UNE-P rates in the country, have uniquely 
exposed SBC to profit-eroding share loss. Despite this, SBC's CFO Randall Stephenson s t i l l  
sees stable cash flows through aggressive cost cutting, combined with the ability to 
maintain trends in share repurchases and dividend hikes. Consolidation in wireless i s  
another key objective of SBC. Acknowledging the proliferation of conversations among 
wireless carriers, Stephenson indicated al l  talks are s t i l l  preliminary. In the meantime 
Cingular i s  raising prices, sacrificing sub growth, and lool:ing to improve profits. 

FOR IMPORTANT INFORMATION 

REPRESENTATIVE. 

ABOUT GOLDMAN SACHS' RATING S Y S T E M  AND OTHER OISCLOSURES. REFER TO 
THE END OF THIS MATERIAL, GO TO http://www.gr.com/rerr.rrh/hedgc.htmi. OR CONTACT YOUR INVESTMENT 
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SBC Communications, Inc. -&urt 2 2 ,  2002 

ezaggeiaied [he speed of \ \ i ~ e ~ e , ~  runsolidation and the progress that  has been riidd? I L  
H o \ \ e \ e r  rhe desirabilit! of gprlng a deal don? is ob! ious and rhe cornpan! achnon Irdged acr i ,  c 
conversations X l r  Stepheqsor nc.rrd [hat uf the t \ \ r  <:prians fa: deals \\\F prrser!t% le% Liiliiri?:., 
bur greater regularor! and inrrgrarion hurdles \ oicrsrream presents hisher diliirion 1x11 t a r  easi[': 
regularor! approval and  inregra~lon Furthermore siniirar to p r e s  accounts h e  indicnred d dedi 
for \!oicesrrearn may be imprac,icaI \ r t thout  raking in DT as an equir) pariicipanr t i  c no all- t ask  
deal : .And irnporranrl). SRC is open io rhar possihilir) 

\YiRELfSS PRICE HIKE'. DFS. L SLO\YER X E  G R O \ Y T l i  The  healin: c - l i ? < r ~  ( o r  \ \ : : r i m  
merger, are nor riearl! upuri us \TI In rhe nieantinie Cingula1 15 taking ,reps lo hedl rtyself l 'he 
price hihes air geared it? hor,rr p!ii!,rabilir\ men as I I  sacrificrs sub g r o n i h  The  p a r i i i d x  
increase i n  national plan rates dnniiiinced this neeh  are  geared 10 borh reduce off- n r r u o i h  
roaming cosrs and slo\+ dnnr i  i i i c  i-onsumprion of TDl1.A n rworh  capacii\ SBT and BLS arc T i i l l )  
rvpecring [heirjoin1 \ e t i ru r r  eyperience Ion to no sub gro\vth as a resulr o f r h e s e  atticin< as \\ell 
as the rusrcmer churn rha! i t i : l  tx <iinii!lared b! rhe \ ior l r lConl  rrscllcr 5hift 

C.\PEX TO R E \ . E S I I  Si I O l ' L L :  BE SO I-IIGIIER T W A S  1 5 ' ~  i S D  \\'ILL BE LO\VER 
411SES1 GRO\VTH .There i) a bimad efforr IO CUI capex in both \vi:elin? and \\ireless operation, 
In \\irelinr Srephenson inriicarrd i t iar  eiirreni thinking is rhar capes IO sales shoiild b r  no highel 
rhari I S G <  and  rhar  111 rhr rurrenr e!i! ironnient i r  should be no higher rhan 13": dnd \?I it is 
I hus fur ther  capex curs stirluld occur  lii our tie\\ i f  deniand reemery c3nr i r iues to tdl ier  i t  
would nor be surprising ro ser rapex to sales fall bclo\\ the 1 3 c o  rate. as if has in othfi counlries 
On the wireless side capex curs iire also anricipared In our i , ie r i  s h i e r  rapex spending in 
n i r c k s s  IS furlher suppot trd I>\ !tic p s i i y ~ r c r s  [if i ndus tn  consolidation 

( -0ST  RED1:CTIOSS K E J  T ( >  X!\IST.XISISG IKS!Z(;S i S D  B O O S 7 ~ I S ( .  \l.ARC;ISS SBC 
sees the niargin differenria! ben\ei.ii 11 drid \.% nrid HI 5 a5 indicaciitg ari v p p i ~ r i i ~ n r l ~  for iur ther  
cos1 ruriing Pointing I O  oppor-:aniiit's i n  ronsolidaring call crntrrs raising effirirnrirs in n e m o r h  
opprarions and generail! trirnniitig oleshead co>rs Strphenson IS focuspd and confident in using 
rhrsr steps I O  help irnpro\c margins in rhc far?  0 1  slkl i t  kiss 

C . W F O R S I . 4  DSL ENPER:ESCE G I \ ' t S  C O S F I D E S C E  IS LOSC; T E R l l  POTESTI.AL In 
California. SBC is enjohing rhc brnrfirs of scaic D S i  oprrat ions ha\irig ach iwcd  alboiir 10% 
penetration ,o far , \ s a  result upt:citions are dliwntiv FHITD:\ posiri\e and nil the rrajecroi) to 
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Bells Retrain Guns on UNE-P, but Quick Kill Unlikely part i 

Legg Mason Wood Walker, Inc. 

Industry Update Blair Levin 
Auyusr 2 2 ,  2 0 0 2  blevin@legymason.com 

(202) 776-1595 
Daniel Zito 
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(410) 454-4333 

Bells Retrain Guns on UNE-P, but ~uick  ill Unlikely 

A-i reievant disclosures appear on the last page of this report. 

KEY POINTS: 
We believe the debate at the FCC over the future of UNE-P has surpassed the 

broadband debate in intensity and near-term importance for the telecom 
sector, as the Bells have been thrown on the defensive due to line losses to 
rivals. 
We believe that the Bells (SBC, BLS, VZ, Q) will have a difficult time 

convincing regulators to quickly eliminate the rights of local 'competitors to 
lease out Bell networks (UNE-P) at deep discounts. This is problematic for 
all the Bells but,' in o u r  view, is particularly problematic for SBC as its 
lack of long-distance progress in the Ameritech region makes it more 
vulnerable to UNE-P competitors. The Bells could gain some immediate relief 
in business markets (as well as some relief toward deregulating their 
broadband offerings in separate proceedings), but we doubt the FCC will 
eliminate UNE-P in residential markets in the near term. 
We believe the Commission is likely to establish a sunset or triggers for  

phasing out UNE-P. While the details of such rules are f a r  from settled, we 
think the result will give key UNE-P providers, WorldCom (WCOEQ) and ATLT 
(T), time to continue to change the facts on the ground. The more they win 
new local customers, the more they increase the potential for a backlash if 
the phase-out dismantles the main platform for residential competition. 
* Even if the FCC scraps or pares back UNE-P, many state regulators would 
likely try to retain it. Also, all decisions would be sub~ect to COUrt 
challenge that could take years to resolve, with the courts likely to 
maintain the legal status quo in the meantime. 
While the Bells will not gain immediate regulatory relief, we believe that 

through bundling and other marketing efforts, they can significantly reduce 
the negative impact of UNE-P competition. 
+ We believe another potential'nightmare for the Bells would be if cable 
begins using UNE-P to accelerate its budding cable telephony offerings. 

AS we noted when WorldCom announced its "Neighborhood" plan, the intensified 
efforts by WorldCom (WCOEQ) and ATST (T) to compete using the Bell 
Unbundled Network 3iements Platform (UNE-P) h a s  dramatically raised the 
stakes of the FCC unbundling policy debates. (See our Apri.1 23 note WCOM/MCI 
Bundled Phone Offer Challenges Rivals and Regulators.) The most recent Bell 
quarterly reports suggest that the impact of UNE-P is quickly growing. (For a 
discussion of the economics of UNE-P, see the report by o u r  colleagues ~ ~ ~ i ~ l  
Zito and Brad Wilson, Cautious Long-Distance Outlook, June 2 1 ,  2002. For a 
state-by-state UNE pricing and sensitivity study, see attachment to vz: 
Comments on RBOC Weakness, August 21, 2002. by our collegues Michael J. 
Balhoff and Christopher. C. King.) 
The impact of UNE-P has caused the Regional Bell Operating Companies 
ISBC, BLS. Q, VZ) to shift their priorities in seeking regulatory relief. 
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While the core Bell policy thrust had been LO gain deregulation of their 
broadband Services, recent events suggest the Bells have ramped up their 
lobbying efforts to cripple the ability of competitors to use UNE-P tc gain 
market share in the traditional voice market. 

Some in the Bell camp have predicted the FCC will act to eliminate UNE-P in 
a fiash cut. FCC action on UNE-P is still months away (probably 4-8  months) 
but our current view is that prediction is likely to prove largely inaccurate 
in the near term, p a r t i c u l a r l y  Concerning the availability of UNE-P in 
residential markets. This note outlines some of the dynamics affecting the 
resolution of the UNE-P debate. 
~~ckground on UNE-P. UNE-P offers competitors an opportunity to use 

the UNEs at discounted "TELRIC" (Total Eiement Long Run Incremental Cost) 

.ncccrdlng to an industry estimate building on a FCC survey of incumbent local 
exchange carriers (ILECS), of the 20-plus million lines won by long-distance 
companies (IXCs) and other local competitors (CLECsl as of June 2002, about - , .  7 million are UNE-P based. It is the fastest growing method of competitive 
entry. In 2001, according to FCC data, more than 60% of the CLEC line growth 
was due to UNE-P, about twice the rate in 2000. T and WCOEQ are capturing 

4 3 %  of UNE-P lines. 

heasons for Increase in UNE-P Competition, While UNE-P has been available 
for  some time, its use has ramped up significantly over the last year. In our 
view, this is due to two critical developments. First, numerous states have 
lowered wholesale UNE-P rates. Second, the Bells have achieved sufficient 
long-distance entry to give the IXCs the incentive to more aggressively use 
UNE-P to protect their existing markets. 
~iffering Impact on the Bells. UNE-P has had a differing impact on each of 
the Bells, affecting SBC and BLS more negatively in the last quarter than VZ. 
The reason for this difference, in our view, is that VZ's relative lead in 
gaining long-distance entry (with 74% of its lines already eligible) has 
given it the ability to bundle local and long distance in more states, 
providing a stronger defense against competition. AS a measure of the value 
of long distance offerings in combating UNE-P competition, we note that SBC 
estimates that where it offers long distance, it doubles its winback rates. 
We also think that VZ's intensified strategy of bundling their landline voice 
services with wireless and Internet access services will provide an even 
stronger defense against UNE-P competitors. 

we surmise that BLS will have greater success in stemming the tide of UNE-P 
line loss once it gains the right to offer long distance services in more 
states. It currently has applications pending in 5 of the remaining 7 states 
where it cannot offer such services. An FCC decision on these 5 is due in 
mid-September and we believe the prospects for approval are good. 
In light of UNE-P competition, SBC's problems in advancing its Sec. 271 
long-distance applications kcome more important to SBC's financial picture. 
This is particularly true in the Ameritech region and California. SBC has a 
large window of vulnerability in the Ameritech region where state regulators 
have been aggressive in providing incentives for UNE-P competition, but SBC 
has not made significant progress with the testing and verification required 
for Sec. 271 approval. In California, SBC has better prospects, as it hopes 
to send the FCC its long-distance application in September. Given the TELRIC 
prlce cuts just announced by the state PUC and California's size, we expect a 
major push by T to sign up customers before SBC gets approval to offer long 
distance services. 

Q has some vulnerability to WE-P, due to its lack of long-distance 
approval, but we expect Q to gain approval to offer long distance services in 
a number of states in the next several months. while Q ' ~  StateS are not the 
highest priority states f o r  the UNE-P based competitors, we note that UNE-P 
competition has attracted more than 5% market share in I ~ ~ ~ ,  ~~~~h Dakota, 
South Dakota, and Wyoming. 

and to add further value-added services on top of the platform. 

of the UNE-P line growth but other companies are responsible for about 


